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Re:  Revision to Real Estate Policies – Second Reading 
 
Dear Anne, 
 
You requested Wilshire’s opinion with respect to Staff’s proposed revisions to the 
Statement of Investment Policy for Real Estate.  This agenda item is a follow up to the 
October Policy Subcommittee first reading, where the Policy Subcommittee gave 
comments to Staff to be incorporated into the Policy. 
 
Recommendation 
 
Wilshire recommends that the Policy Subcommittee approve the changes. 
 
Background 
 
At the October meeting, the Policy Subcommittee asked Staff to include greater detail 
regarding reporting requirements and risk controls into the proposed policy.  After 
reviewing the subsequent changes, Wilshire believes that all of the Subcommittee’s 
requests have been addressed.  Specific changes are discussed below. 
 
First, Staff is now required to report to the Investment Committee quarterly with respect 
to compliance with the Policy, the amount of leverage in the portfolio, and any 
investment activity during the quarter.  Any deviation from the Policy that occurs as a 
result of market action will be reported quarterly along with a corrective plan of action.  
In addition, the Board’s Real Estate Consultant is required to report to the Investment 
Committee on a quarterly basis with respect to compliance with the Policy, effective 
leverage (including any loan guarantees and credit enhancements), the performance of the 
portfolio, and an overview of any transactions that were reviewed by the Investment 
Review Committee. 
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Second, the Policy now explicitly states that only the Investment Committee can grant 
waivers to the Policy.  Other increased measures of risk control include the 
unambiguously stated investment process, which includes review by the Investment 
Review Committee (the Board’s Real Estate Consultant is a participant in this 
committee), approval by the SIO-RE, a favorable due diligence report by an independent 
third party, and a review by the legal office.  As the Policy Subcommittee requested, loan 
guarantees now have stated time limits and a debt service coverage ratio was added for 
Core real estate. 
 
While Staff will present and update the Real Estate Strategic plan on an annual basis, the 
proposed policy only requires a new strategic plan every ten years.  Wilshire 
acknowledges that real estate is an asset class with very long time horizons, but feels that 
the Policy Subcommittee should require a new strategic plan every five years.  Since real 
estate has such a long term horizon, making mid-course corrections more often is a way 
to keep the portfolio closer to the true course that has been set by the Staff and agreed to 
by the Investment Committee. 
 
Again, we note that Attachment A – For Sale Residential and Land Development 
Program and Attachment B – California Urban Real Estate will be revised at a later date 
and brought before the Subcommittee in due course. 
 
Conclusion 
 
Wilshire believes that the changes in the Policies reflect the concerns that the 
Subcommittee voiced during the first reading.  This Policy is scheduled for a third 
reading in February, should the Subcommittee have any additional comments that need to 
be considered. 
 
Should you require anything further or have any questions, please do not hesitate to 
contact us. 
 
Best regards, 
 

 
 
 
 


	 
	 

